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Report  Summary 


Department  of 
Agriculture 


This  report  contains  the  results  of  our  financial-compliance 
audit  of  the  Department  of  Agriculture  (department)  for  the 
two  fiscal  years  ended  June  30,  2003.  This  report  includes 
two  recommendations  to  the  department  related  to  improving 
management  controls  and  accounting  misstatements. 


We  issued  an  adverse  opinion  on  the  department's  financial 
schedules  for  each  of  the  two  fiscal  years  ended  June  30, 
2002,  and  2003,  which  means  the  reader  should  not  rely  on 
the  presented  financial  information  and  the  supporting 
detailed  information  data  on  the  Statewide  Accounting, 
Budgeting,  and  Human  Resources  System  for  the  reasons 
stated  in  the  opinion  in  pages  A-3  and  A-4. 

The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report,  the  department's 
response  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


We  recommend  the  department  implement  controls  to  ensure: 


A.  Accounting  staff  receive  continuous  training  relating 
to  state  accounting  policy. 

B.  The  Central  Management  Division  administrator  or 
knowledgeable  accounting  staff  review  additional 
detailed  financial  reports  in  a  timely  manner 


Department  Response:  Concur.  See  page  B-3. 


Recommendation  #2 


We  recommend  the  department  follow  state  accounting 
policy  when  recording  transfers  or  revenues  and  expenditures . 


Department  Response:  Concur.  See  page  B-3. 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Department  of 
Agriculture  (department)  for  the  two  fiscal  years  ended  June  30,  2003. 
The  objectives  of  the  audit  were  to: 

1 .  Determine  if  the  department  complied  with  applicable  state  and 
federal  laws  and  regulations. 

2.  Review  the  department's  internal  financial  operations, 
administrative  controls,  and  make  recommendations  for  their 
improvement. 

3.  Determine  if  the  department's  financial  schedules  present  fairly,  in 
accordance  with  state  accounting  policy,  the  results  of  operations 
for  the  two  fiscal  years  ended  June  30,  2003. 


Background 


This  report  contains  two  recommendations  to  the  department.  Other 
areas  of  concern  deemed  not  to  have  a  significant  effect  on  the 
successful  operations  of  the  department  are  not  included  in  this  report 
but  have  been  discussed  with  management.  In  accordance  with  section 
5-13-307,  MCA,  we  analyzed  and  disclosed  the  costs,  if  significant,  of 
implementing  the  recommendations  made  in  this  report. 

The  Constitution  of  the  state  of  Montana  mandates  the  legislature 
provide  for  a  Department  of  Agriculture.  The  department's  statutory 
functions  and  responsibilities  are  to: 


1 .  Encourage  and  promote  the  interests  of  Montana  agriculture. 

2.  Collect  and  publish  agricultural  statistics. 

3.  Assist,  encourage,  and  promote  the  organization  of  farmers' 
institutes,  agricultural  societies,  fairs,  and  other  exhibitions  of 
agriculture. 

4.  Adopt  standards  for  grade  and  other  classifications  of  farm 
products. 

5.  Assist  in  the  development  of  economical  and  efficient  marketing 
distribution  systems. 

6.  Gather  and  distribute  marketing  information  concerning  supply, 
demand,  price,  and  movement  of  farm  products. 
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7.      Regulate  and  protect  Montana  agricultural  activities  through  the 
administration  of  statutes  related  to  agriculture. 

The  department  is  organized  under  the  following  divisions: 

Central  Management  Division  -  includes  the  director's  office  and 
provides  support  to  all  of  the  programs  in  the  department  by  performing 
accounting,  fiscal  management,  payroll,  personnel,  purchasing,  property 
control,  data  processing,  and  legal  support  functions. 

Agricultural  Sciences  Division  -  administers  agricultural  programs 
relating  to  the  production,  manufacturing,  and  marketing  of 
commodities  exported  from  or  distributed  in  the  state.  The  division 
administers  the  Montana  Pesticides  Act,  Crop  Insect  Detection  Act, 
Vertebrate  Pest  Management  Act,  Agricultural  Chemical  Groundwater 
Protection  Act,  Noxious  Weed  Management  Trust  Fund  Act, 
Commercial  Feed  and  Fertilizer  laws.  Organic  Certification  program, 
and  the  department's  Chemical  Analytical  Laboratory.  Division 
personnel  provide  technical  and  consultant  services  to  consumers  and 
agricultural  producers. 

Agricultural  Development  Division  -  administers  programs  that 
promote  Montana  agriculture  through  market  development  and  business 
assistance.  The  program  provides  administrative  support  to  the  Alfalfa 
Seed  Committee,  the  Montana  Wheat  and  Barley  Committee,  the 
Montana  Agricultural  Development  Council,  and  the  Board  of  Hail 
Insurance.  The  division  includes  the  State  Grain  Laboratory,  which 
performs  tests  to  establish  contract  settlement  prices  between  buyers 
and  sellers  of  grain  crops. 
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Management  Controls  The  objectives  of  management  control  structures  include  identifying  risks 

to  achieving  management's  control  objectives  and  determining  how  to 
manage  them;  applying  policies  and  procedures  to  ensure  management 
and  accounting  directives  are  carried  out;  informing  and  communicating 
methods  used  to  record,  process,  summarize,  and  report  an  organization's 
transactions;  and  assessing  the  quality  of  the  control  structure  over  time. 
Establishing  accountability  requires  management  to  develop  and 
implement  a  control  structure  for  its  operations.  This  audit  report 
addresses  the  need  for  the  department  to  implement  controls  to  help 
prevent  and  detect  misstatements  in  the  accounting  records. 

The  department's  Central  Management  Division  responsibilities  include 
performing  accounting,  fiscal  management,  and  data  processing 
functions.  In  recent  years,  the  department  has  had  staff  turnover  in  the 
division,  which  meant  new  staff  were  responsible  for  accounting  and  data 
processing. 

During  our  audit  period,  Central  Management  Division  personnel  made 
entries  to  correct  mistakes  from  previous  fiscal  years.  In  several  cases, 
the  entries  did  not  correct  the  original  problem,  but  created  new  or 
different  errors.  In  some  cases,  these  mistakes  occurred  because 
personnel  were  not  aware  of  state  accounting  policy.  In  some  of  these 
circumstances,  the  errors  could  have  been  detected  and  corrected  if  the 
Central  Management  Division  administrator  or  knowledgeable 
accounting  staff  did  an  additional  review  of  detailed  accounting  reports 
in  a  timely  manner.  Turnover  and  new  staff  is  common  in  state 
government.  Developing  and  implementing  a  continuous  training 
program  related  to  state  accounting  policy  would  benefit  new  staff  and 
help  reduce  the  number  of  errors  in  the  department's  accounting  records. 

The  following  misstatements  on  the  accounting  records  were  made  and 
not  detected  on  a  timely  basis  either  because  personnel  were  not  aware  of 
state  accounting  policy  or  review  of  the  accounting  records  was  not  in 
sufficient  detail. 
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Noxious  Weed  Management 
Trust  Fund  Misstatements 


The  department  is  responsible  for  administering  the  state's  noxious  weed 
management  program.  The  department  is  responsible  for  the  state's 
Noxious  Weed  Management  Trust  Fund  which  helps  fund  noxious  weed 
management.  This  fund  is  recorded  as  a  Permanent  Fund  which  is  used 
to  account  for  activity  that  is  legally  restricted  to  the  extent  that  only 
interest  earnings  may  be  spent.  Revenues  earned  from  the  Noxious 
Weed  Management  Trust  are  transferred  to  a  State  Special  Revenue  Fund 
to  pay  the  costs  of  the  program.  In  Fiscal  year  2001-02,  the  department 
made  accounting  errors  when  it  recorded  receivables,  payables,  and 
transfers  between  the  Permanent  Fund  and  the  State  Special  Revenue 
Fund.  This  caused  the  following  misstatements: 


Table  1 

For  the  Fiscal  Year  Ended  June  30,  2002 

der)  Statement 

Over/(Un 

Schedule  of  Changes  in  Fund  Balance  and 

Property  Held  in  Trust 

Permanent  Fund 

Direct  Entries  to  Fund  Balance 

$724,272 

Total  Additions 

$724,272 

Nonbudgeted  Expenditures  &  Transfers-Out  Adjustments 

$724,272 

Total  Reductions 

$724,272 

State  Special  Revenue  Fund 

Budgeted  Revenues  &  Transfers-In 

$724,272 

Direct  Entries  to  Fund  Balance 

(724.272) 

Total  Additions 

$           0 

Schedule  of  Total  Revenues  &  Transfers-In 

State  Special  Revenue  Fund 

Other  Financing  Sources 

$724,272 

Budgeted  Revenues  over  Estimate 

724,272 

Schedule  of  Total  Expenditures  &  Transfers-Out 

Agricultural  Sciences  Division 

Accounting  Entity  Transfers 

$724,272 

Nonbudgeted  Expenditures  &  Transfers-Out 

724,272 

Source:  Compiled  by  Legislative  Audit  Division 

Hail  Insurance 
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The  department  has  an  Enterprise  Fund  to  record  the  financial  activity 
of  its  Hail  Insurance  Program.  An  Enterprise  Fund  accounts  for  activity 
in  a  manner  similar  to  a  private  business.  The  Hail  Insurance  Program 
is  administered  by  the  department  to  provide  hail  insurance  coverage  on 
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crops  grown  in  Montana.  It  is  supported  by  premiums  paid  by 
participating  producers.  The  department  made  errors  when  it  recorded 
revenues  and  accounts  receivable  in  this  fund  during  and  before  fiscal 
year  2001-02.  In  fiscal  year  2002-03,  the  department  attempted  to 
correct  the  accounting  records;  however,  the  adjustments  did  not  correct 
the  activity  and  caused  new  errors.  The  following  chart  illustrates  the 
total  misstatements  in  the  Enterprise  Fund: 


Table  2 

Enterprise  Fund  Misstatements 

Over/(  Under)  Statement 

Schedule  of  Changes  in  Fund  Balances 

and  Property  Held  in  Trust 

For  the  Fiscal  Year  Ended  June  30,  2002 

Fund  Balance:  July  1,2001 

($1,259,639) 

Budgeted  Revenues  &  Transfers-In 

2,303,980 

Prior  Year  Revenues  &  Transfers-In 

(946,760) 

Total  Additions 

$1,357,220 

Budgeted  Expenditures  &  Transfers-Out 

$316,318 

Total  Reductions 

$316,318 

Fund  Balance:  June  30,  2002 

($218,737) 

For  the  Fiscal  Year  Ended  June  30,  2003 

Fund  Balance:  July  1,2002 

($218,737) 

Budgeted  Revenues  &  Transfers-In 

872,761 

Prior  Year  Revenues  &  Transfers-In 

176,917 

Direct  Entries  to  Fund  Balance 

(514.623) 

Total  Additions 

$535,055 

Prior  Year  Expenditures  &  Transfer-Out 

$316,318 

Total  Reductions 

$316,318 

Schedule  of  Total  Revenues  &  Transfers-In 

For  Fiscal  Year  Ended  June  30,  2002 

Charges  for  Services 

$1,357,220 

Less:  Prior  Year  Revenues  &  Transfers-In 

(946,760) 

Actual  Budgeted  Revenues  &  Transfers-In 

2,303,980 

For  Fiscal  Year  Ended  June  30,  2003 

Charges  for  Services 

$1,049,678 

Less:  Prior  Year  Revenues  &  Transfers-In 

176,917 

Actual  Budgeted  Revenues  &  Transfers-In 

872,761 

Source:  Compiled  by  Legislative  Audit  Division 
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Prior  Year  Adjustments  and 
Fund  Balance  Adjustments 


During  our  audit  period  there  were  a  number  of  transactions  where  the 
department  attempted  to  correct  deferred  revenue  and  accounts  receivable 
and  payable;  and  to  reconcile  federal  revenues  and  expenditures.  We 
found  instances  where  prior  year  activity  was  incorrectly  recorded  as 
direct  entries  to  fund  balance.  We  also  found  instances  where  direct 
entries  to  fund  balance  were  incorrectly  recorded  as  prior  year  activity. 
State  accounting  policy  provides  for  prior  year  accounts  to  record  activity 
that  relates  to  the  immediately  preceding  fiscal  year.  Adjustments  related 
to  activity  from  years  prior  to  the  immediately  preceding  year  should  be 
recorded  as  direct  entries  to  fund  balance.  Department  staff  were  not 
aware  of  state  policy  for  recording  this  type  of  activity. 


In  fiscal  year  2002-03,  the  Federal  Special  Revenue  Fund  direct  entries  to 
fund  balance  are  overstated  by  $36,102;  total  revenues  are  understated  by 
the  same  amount;  prior  year  revenues  are  overstated  by  $5 1 ,260;  and 
deferred  revenue  is  understated  by  $15,068. 

In  the  General  Fund  and  the  Federal  Special  Revenue  Fund  in  fiscal  year 
2002-03,  personnel  decreased  prior  year  expenditures  instead  of  using 
direct  entries  to  fund  balance.  This  caused  understatements  in  prior  year 
expenditures  of  $28,789  in  the  Agricultural  Development  Division, 
$156,784  in  the  Agricultural  Sciences  Division,  and  overstatements  of 
direct  entries  to  fund  balance  of  the  same  amounts. 


Current  Year  and  Prior 
Year  Activity 


In  the  Permanent  Fund  and  State  Special  Revenue  Fund  in  the 
Agricultural  Sciences  Division,  errors  occurred  in  recording  prior  year 
transactions.  As  a  result,  prior  year  expenditures  and  transfers-out  are 
understated  and  direct  entries  to  fund  balance  are  overstated  by  $69,475 
in  fiscal  year  2002-03.  In  fiscal  year  2001-02,  other  financing  sources 
and  prior  year  revenues  are  understated  by  $69,475.  Direct  entries  to 
fund  balance  are  overstated  by  the  same  amount. 

Through  review  of  the  department's  fiscal  year  2001-02  activity  in  the 
Federal  Special  Revenue  Fund,  we  found  instances  where  expenditures 
were  charged  to  the  wrong  fiscal  year.  In  one  instance  the  department 
recorded  $46,235  in  the  Agricultural  Development  Division  for  prior 
year  expenditures,  but  recorded  the  transactions  as  current  year.  In 
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Summary 


another  instance  personnel  incorrectly  moved  $2,812  of  current  year 
expenditures  to  prior  year  expenditures  in  the  Agricultural  Sciences 
Division.  These  transactions  overstate  current  year  expenditures  by 
$43,423  and  understate  prior  year  expenditures  by  the  same  amount. 
Other  instances  of  current  year  and  prior  year  misstatements  related  to 
the  Hail  Insurance  program  were  discussed  on  page  4  of  this  report. 

The  mistakes  noted  in  the  previous  sections  resulted  in  revenues, 
expenditures,  and  direct  entries  to  fund  balance  misstatements.  We  were 
able  to  identify  these  mistakes  through  review  of  financial  reports  of  the 
department.  We  believe  that  the  Central  Management  Division 
administrator  or  knowledgeable  accounting  staff  would  also  be  able  to  find 
and  correct  these  types  of  errors  if  additional  detailed  financial  reports 
were  reviewed  timely.  State  accounting  policy  can  be  complex,  and  staff 
turnover  is  not  uncommon.  Implementing  continuous  training  programs 
could  help  prevent  errors. 


Recommendation  #1 


We  recommend  the  department  implement  controls  to  ensure: 

A.  Accounting  staff  receive  continuous  training  related  to 
state  accounting  policy. 

B.  The  Central  Management  Division  administrator  or 
knowledgeable  accounting  staff  review  additional  detailed 
financial  reports  in  a  timely  manner. 


Accounting  Misstatements 


State  law  requires  the  department  to  input  all  necessary  transactions  before 
the  end  of  the  fiscal  year  to  present  the  receipt,  use,  and  disposition  of  all 
money,  for  which  it  is  accountable,  in  accordance  with  generally  accepted 
accounting  principles.  This  report  section  discusses  instances  where 
transactions  recorded  by  the  department  resulted  in  misstatements  on  the 
accounting  records. 


State  law  and  accounting  policy  provide  guidance  for  recording  activity 
between  government  agencies  and  between  the  primary  government  and  its 
component  units,  such  as  universities.  Transactions  are  recorded  based  on 
the  type  of  activity  and  fund  type.  Depending  on  the  type  of  activity, 
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transfers  or  revenues  and  expenditures  should  be  recorded.  Any 
transactions  between  the  department  and  the  state's  universities  should  be 
recorded  as  revenues  and  expenditures.  If  the  activity  is  within  the 
department  or  with  other  state  departments,  transfers  may  be  recorded. 

The  department  grants  money  and  is  required  by  state  law  to  send  money 
to  Montana  State  University-  Bozeman.  State  accounting  policy  states 
this  type  of  activity  should  be  recorded  as  revenues  and  expenditures. 
The  department  correctly  recorded  this  as  expenditures  in  some  instances 
and  incorrectly  recorded  transfers  in  other  instances. 

The  department  is  also  required  by  state  law  to  transfer  monies  to  the 
General  Fund  on  a  regular  basis.  The  activity  related  to  the  General  Fund 
should  be  recorded  as  transfers.  During  our  review  of  department 
transactions,  we  found  instances  where  the  department  recorded 
transfers,  and  in  other  cases  incorrectly  recorded  the  activity.  The 
following  chart  shows  the  total  misstatements  on  the  accounting  records 
of  the  department  as  a  result  of  these  errors. 


Table  3 

Accounting 

Misstatements 

Fiscal  Year 

Fiscal  Year 

2002-03 

2001-02 

Over/(Under)  Stated 

Over/(Under)  Stated 

Agricultural  Sciences  Division 

Accounting  Entity  Transfers 

$270,685 

$15,000 

Grants  from  State  Sources 

($240,161) 

($15,000) 

Operating  Expenses 

($  30,524) 

Agricultural  Development  Division 

Accounting  Entity  Transfers 

$80,000 

Grants  from  State  Sources 

($80,000) 

Source:  Compiled  by  Legislative  Audit  Division 

Department  personnel  believe  there  was  little  accounting  guidance  at  the 
time  they  recorded  this  activity.  In  fiscal  year  2002-03,  they  determined 
any  activity  required  by  state  law  would  be  recorded  as  transfers.  Any 
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activity  not  required  by  state  law,  they  would  record  revenues  and 
expenditures.  They  noted  starting  July  1,  2003,  there  is  a  new  state  policy 
they  will  follow  that  will  help  them  record  the  activity  appropriately.  The 
department  should  follow  accounting  standards  and  state  policy  when 
recording  activity  related  to  transfers  or  revenues  and  expenditures. 


Recommendation  #2 


We  recommend  the  department  follow  state  accounting  policy 
when  recording  transfers  or  revenues  and  expenditures. 
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LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat,  Legislative  Auditor 
John  W.  Northey,  Legal  Counsel 


Deputy  Legislative  Auditors. 

Jim  Pellegrini,  Performance  Auoit 

Tori  Hunthausen,  IS  Audit  &  Operations 

James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 

The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Schedules  of  Changes  in  Fund  Balances  &  Property  Held  in  Trust, 
Schedules  of  Total  Revenues  &  Transfers-In,  and  Schedules  of  Total  Expenditures  &  Transfers-Out  of  the 
Department  of  Agriculture  for  each  of  the  fiscal  years  ended  June  30,  2003,  and  2002.  The  information 
contained  in  these  financial  schedules  is  the  responsibility  of  the  department's  management.  Our 
responsibility  is  to  express  an  opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  auditing  standards  generally  accepted  in  the  United  States  of 
America.  Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about 
whether  the  financial  schedules  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  schedules.  An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  schedule  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

As  described  in  note  1 ,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting  other 
than  accounting  principles  generally  accepted  in  the  United  States  of  America.  The  schedules  are  not 
intended  to  be  a  complete  presentation  and  disclosure  of  the  department's  assets,  liabilities,  and  cash  flows. 

The  department  recorded  activity  in  the  Private-Purpose  Trust  Fund  that  should  have  been  recorded  in  the 
State  Special  Revenue  Fund  in  fiscal  years  2002-03  and  2001-02.  The  Private-Purpose  Trust  Fund  is  100 
percent  overstated  on  the  presented  schedules,  and  the  State  Special  Revenue  Fund  is  understated  by  the 
amount  of  activity  in  the  Private-Purpose  Trust  Fund  on  the  presented  schedules. 

The  State  Special  Revenue  Fund  in  fiscal  year  2001-02  is  misstated  due  to  an  accounting  error  related  to 
revenues  and  direct  entries  to  fund  balance.  Other  Financing  Sources,  Other  Financing  Sources  Over 
(Under)  Estimated,  Budgeted  Revenues  &  Transfers-In,  and  Budgeted  Revenues  &  Transfers-In  Over 
(Under)  Estimated  are  each  overstated  by  $724,272  on  the  Schedule  of  Revenues  &  Transfers-In.  Direct 
Entries  to  Fund  Balance  on  the  Schedule  of  Changes  in  Fund  Balances  &  Property-Held  in  Trust  for 
June  30,  2002  are  understated  by  $724,272. 


The  department  made  errors  in  recording  expenditures  and  direct  entries  to  fund  balance  in  the  Permanent 
Fund  in  fiscal  years  2002-03  and  2001-02,  causing  overstatements  and  understatements  on  the  Schedule  of 
Changes  in  Fund  Balances  &  Property  Held  in  Trust.  Direct  Entries  to  Fund  Balance  are  overstated  in  fiscal 
year  2001-02  by  $727,272  and  understated  in  fiscal  year  2002-03  by  $69,475.  NonBudgeted  Expenditures 
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are  overstated  by  $727,272  in  fiscal  year  2001-02  and  Prior  Year  Expenditures  &  Transfer-Out  Adjustments 
are  understated  by  $69,475  in  fiscal  year  2002-03. 

The  department  did  not  record  revenues,  expenses,  and  direct  entries  to  fund  balance  correctly  in  the 
Enterprise  Fund  during  fiscal  years  2001-02  and  2002-03.  The  following  is  a  chart  of  the  total  dollar 
misstatement  for  each  of  the  two  fiscal  years. 


Enterprise  Fund 

Over/(Under)  Statement 

Schedule  of  Changes  in  Fund  Balances  and 

Property  Held  in  Trust 

For  the  Fiscal  Year  Ended  June  30,  2002 

Fund  Balance:  July  1,2001 

l$L259,639) 

Budgeted  Revenues  &  Transfers-In 

2,303,980 

Prior  Year  Revenues  &  Transfers-In 

(946,760) 

Total  Additions 

$1,357,220 

Budgeted  Expenditures  &  Transfers-Out 

$316,318 

Total  Reductions 

S3 16,3  IS 

Fund  Balance:  June  30,  2002 

($218,737) 

For  the  Fiscal  Year  Ended  June  30,  2003 

1 

Fund  Balance:  July  1,2002 

[$218,737) 

Budgeted  Revenues  &  Transfers-In 

872,761 

Prior  Year  Revenues  &  Transfers-In 

176,917 

Direct  Entries  to  Fund  Balance 

(514.623) 

Total  Additions 

$535,055 

Prior  Year  Expenditures  &  Transfer-Out 

$316,318 

Total  Reductions 

$316,318 

Schedule  of  Total  Revenues  &  Transfers-In 

For  Fiscal  Year  Ended  June  30,  2002 

Charges  for  Services 

$1,357,220 

Prior  Year  Revenues  &  Transfers-In 

(946,760) 

Actual  Budgeted  Revenues  &  Transfers-In 

2,303.980 

For  Fiscal  Year  Ended  June  30,  2003 

Charges  for  Services 

$1,049,678 

Prior  Year  Revenues  &  Transfers-In 

176.917 

Actual  Budgeted  Revenues  &  Transfers-In 

872,761 

In  our  opinion,  because  of  the  effects  of  the  matters  discussed  in  the  preceding  paragraphs,  the  financial 
schedules  referred  to  above  do  not  present  fairly,  in  conformity  with  the  basis  of  accounting  described  in 
note  1 ,  the  results  of  operations  and  changes  in  fund  balances  and  property  held  in  trust  of  the  Department 
of  Agriculture  for  each  of  the  fiscal  years  ended  June  30,  2003,  and  2002. 


^Respectfully  submitted. 


James  Gillett,  CPA 
January  6,  2004  Deputy  Legislative  Auditor 
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Department  of  Agriculture 
Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  2003 


1.    Summary  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  Department  of  Agriculture  (department)  uses  the  modified  accrual  basis 
of  accounting,  as  defined  by  state  accounting  policy,  for  its  Governmental 
fund  category  (General,  State  Special  Revenue,  Federal  Special  Revenue, 
and  Permanent).  In  applying  the  modified  accrual  basis,  the  department 
records: 


Revenues  when  it  receives  cash  or  when  receipts  are  measurable 
and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department  incurs 
the  related  liability  and  it  is  measurable,  with  the  exception  of 
the  cost  of  employees'  annual  and  sick  leave.  State  accounting 
policy  requires  the  department  to  record  the  cost  of  employees' 
annual  leave  and  sick  leave  when  used  or  paid. 

The  department  uses  accrual  basis  accounting  for  its  Proprietary  (Enterprise) 
and  Fiduciary  (Private-Purpose  Trust  and  Agency)  fund  categories.  Under 
the  accrual  basis,  as  defined  by  state  accounting  policy,  the  department 
records  revenues  in  the  accounting  period  earned,  when  measurable,  and 
records  expenses  in  the  period  incurred,  when  measurable. 


Basis  of  Presentation 


Expenditures  and  expenses  may  include:  entire  budgeted  service  contracts 
even  though  the  department  receives  the  services  in  a  subsequent  fiscal  year; 
goods  ordered  with  a  purchase  order  before  fiscal  year-end,  but  not  received 
as  of  fiscal  year-end;  and  equipment  ordered  with  a  purchase  order  before 
fiscal  year-end. 

The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  financial  schedules  are  prepared  from  the 
transactions  posted  to  the  state's  accounting  system  without  adjustment. 


The  department  uses  the  following  funds: 
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Notes  to  the  Financial  Schedules 


Governmental  Fund 
Category 


General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 


State  Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  state 
and  private  revenue  sources  (other  than  private-purpose  trusts  or  major 
capital  projects)  that  are  legally  restricted  to  expenditures  for  specific 
purposes.  Department  State  Special  Revenue  Funds  include  activities 
related  to  registration  and  inspections  of  fertilizers  and  feed;  grain 
inspections;  wheat,  barley,  and  alfalfa  seed  market  research  and 
promotion;  and  noxious  weed  management  projects. 

Federal  Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
federal  revenue  sources  legally  restricted  to  expenditures  for  specific 
purposes  other  than  major  capital  projects.  Department  Federal  Special 
Revenue  Funds  include  Marketing  Service,  Centralized  Service,  and 
Agriculture. 


Proprietary  Fund  Category 


Permanent  Fund  -  to  account  for  financial  resources  that  are  legally 
restricted  to  the  extent  that  only  earnings,  and  not  principal,  may  be  used 
for  purposes  that  support  the  department's  programs.  The  department 
accounts  for  the  Noxious  Weed  Management  Trust  in  this  fund. 

Enterprise  Fund  -  to  account  for  operations  financed  and  operated  in  a 
manner  similar  to  private  business  enterprises,  where  the  Legislature 
intends  that  the  department  finance  or  recover  costs  primarily  through 
user  charges;  or  where  the  Legislature  has  decided  that  periodic 
determination  of  revenues  earned,  expenses  incurred  or  net  income  is 
appropriate  for  capital  maintenance,  public  policy,  management  control, 
accountability,  or  other  purposes.  Department  Enterprise  Funds  include 
the  Hail  Insurance  and  the  Alfalfa  Leaf  Cutting  Bee  Programs. 
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Internal  Service  Fund  -  to  account  for  the  financing  of  goods  or 
services  provided  by  one  department  or  agency  to  other  departments  or 
agencies  of  state  government  or  to  other  governmental  entities  on  a  cost- 
reimbursement  basis.  The  department  does  not  have  an  internal  service 
fund  but  an  entry  was  made  by  the  Department  of  Administration  in 
error.  This  caused  activity  on  the  financial  schedules. 


Notes  to  the  Financial  Schedules 


Fiduciary  Fund  Category 


Private-Purpose  Trust  Fund  -  to  account  for  activity  of  all  trust 
arrangements  under  which  principal  and  income  benefit  individuals, 
private  organizations,  or  other  governments.  Department  Private- 
Purpose  Trust  Funds  include  Rural  Development  assets  transferred  to  the 
state  under  the  Rural  Rehabilitation  Corporation  Liquidation  Act.  The 
department  uses  this  fund  to  operate  its  Rural  Development  Loan 
Programs.  GASB  Statement  34  requires  this  activity  to  be  recorded  in  a 
State  Special  Revenue  Fund. 


2.    General  Fund  Balance 


Agency  Funds  -  to  account  for  resources  held  by  the  state  in  a  custodial 
capacity.  The  department  Agency  Funds  account  for  commercial 
pesticide  applicator  certificates  of  deposit,  held  to  ensure  the  public  will 
be  compensated  if  applicators  are  negligent.  The  department  also  holds 
certificates  of  deposit  and  letters  of  credit  from  commodity  dealers, 
produce  wholesalers,  and  public  warehousemen  to  meet  bonding 
requirements.  Commodity  dealers,  produce  wholesalers,  and  public 
warehousemen  may  also  insure  themselves  through  private  bonding 
companies. 

The  negative  fund  balance  in  the  General  Fund  does  not  indicate 
overspent  appropriation  authority.  The  department  has  authority  to  pay 
obligations  from  the  statewide  General  Fund  within  its  appropriation 
limits.  The  department  expends  cash  or  other  assets  from  the  statewide 
fund  when  it  pays  General  Fund  obligations.  The  department's 
outstanding  liabilities  exceed  the  assets  it  has  placed  in  the  fund, 
resulting  in  negative  ending  General  Fund  balances  for  each  of  the  fiscal 
years  ended  June  30,  2002,  and  June  30,  2003. 


Direct  Entries  to  Fund 
Balance 


Direct  entries  to  fund  balances  in  the  General  and  Special  Revenue  funds 
include  entries  generated  by  the  Statewide  Accounting,  Budgeting,  and 
Human  Resources  System  (SABHRS)  to  reflect  the  flow  of  resources 
within  individual  funds  shared  by  separate  agencies. 
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Department  Response 
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MONTANA 
DEPARTMENT  OF  AGRICULTURE 


W.  RALPH  PECK 

DIRECTOR 


(406)444-3144 
FAX  (406)  4445409 

OFFICE  OF  THE  DIRECTOR  tdd  (406)  4444687 

303  N  ROBERTS.  PO  BOX  200201  vJt^  a9re5,a";  m<  ust 

IIIPYH    MARTZ  nw^wi  ,  WEBSITE:    www.agr.state.mt.us 

governor  HELENA,  MONTANA  59620-0201 


RECEIVED 

March  1 ,  2004  LEGISLATIVE  AUDIT  DIV. 

Scott  A.  Seacat 
Legislative  Auditor 
Room  135,  State  Capitol 
Helena  MT  59620-1705 

Dear  Mr.  Seacat: 

The  Montana  Department  of  Agriculture  thanks  the  legislative  auditor  and  his  staff  for 
the  assistance  provided  during  the  audit.  The  following  is  the  response  to  the  audit 
recommendations  for  the  two  fiscal  years  ended  June  30,  2003. 

Recommendation  #1 A  &  B 

We  concur.  The  department  will  provide  as  much  training  as  possible  relating  to 
proper  accounting  procedures  and  state  accounting  policy.  A  standard  operating 
procedure  will  be  developed  and  followed  by  the  state  hail  program  manager  and 
accounting  staff  with  oversight  from  the  Central  Management  Division 
administrator  for  detailed  financial  schedule  review. 

Recommendation  #2 

We  concur.  Regretfully,  errors  were  made  when  recording  transfers  or  revenues 
and  expenditures.  The  fiscal  year  2002-2003  ending  fund  balances  are  correct 
and  in  conjunction  with  the  previous  recommendation  we  will  do  all  we  can  to 
ensure  errors  do  not  occur  in  the  future. 

Should  you  have  any  questions  regarding  our  response,  please  feel  free  to  contact  me. 


Sincerely 


'   fcfri  -;<££ 


Ralph  Peck 
Director 
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